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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION

AT RI CHMOND, DECEMBER 21, 2001
APPLI CATI ON OF
VI RG NI A GAS PI PELI NE COVPANY
CASE NO. PUEO10310
For an Annual Informational Filing

ORDER ADOPTI NG RECOMMENDATI ONS
AND DI SM SSI NG PROCEEDI NG

On May 25, 2001, Virginia Gas Pipeline Conpany ("VGPC" or
"the Conmpany") filed its application for an Annual | nfornational
Filing ("AIF") with the State Corporati on Comm ssion
("Commission"). This application included financial and
operating data for the twel ve nonths ended Decenber 31, 2000.

On Novenber 30, 2001, the Conm ssion Staff filed its report
on the captioned application, which included a financial and
accounting analysis. Staff noted in its report that it used a
13.5% return on equity for illustrative purposes only. It
expl ained that in VGC s application for certificates of public
conveni ence and necessity for the Conpany's storage and pipeline
facilities, the Conpany assumed a cost of equity of 13.5% The
Staff used the consolidated capital structures of Virginia Gas
Company ("VGC'), VGPC s former parent, in its financial analysis

for this AIF because VGC is the primary entity that raised
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capital on behalf of VGPC for the test period. This
consolidated capital structure, together with a 13.50% cost of
equity, produced an overall weighted cost of capital of 10.627%

Staff noted that NUI Corp ("NU "), an exenpt natural gas
hol di ng conpany, consummated the acquisition of VG and VGC s
ownership and control of VGPC s sister companies on March 28,
2001. Staff reported that it did not consider NU's
consolidated capital structure for purposes of its report
because NU's acquisition of VG and VGPC was not authorized or
executed during the test year. Staff advised that it intended
to re-evaluate the appropriate ratemaki ng capital structure for
VGPC in the Conpany's next AIF or rate proceeding. Staff stated
that if VGC s maturing operations push its adjusted return on
equity closer to 13.5% Staff may request the Commission to
initiate a proceeding to investigate an appropriate return on
equity specific for the Conpany.

In its accounting analysis, the Staff noted that it had
reached an agreenent that had been accepted by the Conmm ssion in
Case No. PUE980627, regarding the treatnent of capitalized
interest. Based on Staff's analysis of the Conpany's earnings
for the test year, the Conpany had not recovered its interest
costs. Staff adjusted VGC s cost of service to renove $558, 095
of cunul ative jurisdictional capitalized interest fromthe

Conpany' s rate base.



Staff has advised the Conpany that the agreed upon
treatnment regarding capitalized interest is an exception to the
Comm ssion's | ong standi ng approach regardi ng capitalized
interest. Staff acknow edged that there may conme a tinme when it
may no | onger be appropriate to capitalize VEGC s interest.

Staff observed that inclusion of capitalized interest in VGC s
rate base should continue to be scrutinized in VGC s next AF
or rate case, and that the Conpany should reflect capitalized
interest at a |level consistent wwth the use of the agreed upon
nmet hodol ogy in its future filings.

Wth regard to the treatnent of costs associated with
Segnent 5 of VGPC s pipeline project, Staff reported that VGPC s
certificate of public convenience and necessity to construct the
Radf ord to Roanoke |leg of its P-25 pipeline has been revoked.

In view of these circunstances, Staff recommended that the costs
associ ated with Segnment 5 should be reclassified to Account
182. 3, Other Regulatory Assets, and Account 107, Construction
Wrk in Progress, should be credited. Further, the Staff
recommended that VGPC shoul d capitalize property taxes on
anounts relating to property under construction.

Staff stated that the Conpany's 3.28% adj usted return on
equity fell below any return on equity recently authorized by

the Comm ssion as well as the 13.50% cost rates used in the



Staff Report. Based upon these neasures, Staff did not propose
any action concerning the Conpany's rates.

Finally, the Staff noted that the Conmm ssion's Rul es
Governing Utility Rate Increase Applications and Annual
Informational Filings adopted in Case No. PUA990054 specify that
AlFs be filed within 120 days after the end of a test period.
Staff rem nded VGPC that should it require a waiver fromfiling
its AIF within 120 days after the end of its test period, it
shoul d do so before the end of the 120 day peri od.

By letter dated Decenber 14, 2001, the Conpany, by counsel,
advised that it did not intend to file comments in response to
the Staff Report.

NOW UPON consi deration of the Conpany's application, the
Staff's Report, and the applicable statutes, the Comr ssion
finds that the Staff's recomendations found in Staff's
Novemnmber 30, 2001 Report are reasonabl e and shoul d be adopt ed.
We note that the inclusion of capitalized interest in rate base
for the test year ending 2000, is subject to our continuing
eval uation of the propriety of this ratenmaking treatnent,
monitoring the Conpany's growth rate, construction activity,
pl ans for future expansion, earnings trends, and financia
condi ti on.

We further find that for ratenmaking purposes, VGPC shoul d

present its capitalized interest in a manner consistent with the



agreenent regarding capitalized interest accepted in Application

of Virginia Gas Pi peline Conpany, For an Annual | nformational

Filing, Case No. PUE980627, 1999 S.C.C. Ann. Rept. 443. In the
event VGPC books its capitalized interest in a manner that
differs fromthat accepted herein for ratenmaking purposes, the
Conmpany shall nmaintain sufficient records to track the resulting
differences in plant in service, Construction Wrk In Progress,
accunul at ed depreci ation, and accumnul ated deferred i nconme taxes.

Finally, we adopt Staff's recommendations regarding the
treatment and booki ng of the costs associated with Segnent 5 of
VGPC s pipeline project as well as its recomendati ons regarding
the capitalization of property taxes relating to property under
construction.

Accordingly, IT IS ORDERED THAT:

(1) Consistent with the findings nade herein, the booking,
accounting and other recomendati ons set out in the Staff's
Novenber 30, 2001, Report are hereby adopted. VGPC shal
i ncorporate these recommendations in its next AIF or rate
appl i cation.

(2) There being nothing further to be done herein, this
matter shall be dism ssed fromthe Conmm ssion's docket of active
proceedi ngs, and the papers filed herein placed in the

Commission's file for ended causes.



